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Grant Thornton Response to PwC Memorandum dated 6 July 2012 

1 Introduction 

1.1 We believe it is appropriate to comment in this paper on PwC's above submission 
which challenges a number of points made to the Competition Commission (CC) and other 
authorities by Grant Thornton and certain other interested parties. 

1.2 PwC states that it wishes "to set the record straight in respect of numerous 
inaccuracies and misconceptions, and to address where certain comments lack the 
appropriate perspective or evidence". However, as we set out below, in seeking to "set the 
record straight", PwC has itself inaccurately mischaracterised the evidence of  
Grant Thornton and sought to attack propositions that have not, in fact, been made by Grant 
Thornton. 
 
1.3 We reject any assertion that our comments are inaccurate or lack perspective and we 
have not encouraged the CC to proceed with its investigation on a false premise.  
 
1.4 Grant Thornton's strategy globally is clearly focused around dynamic organisations. 
We do not regard the CC's investigation as an opportunity for "grabbing further market share 
in the FTSE 350" but rather as a much needed investigation into a market that may not be 
offering optimum outcomes for customers and on which we are very qualified to comment. 
We believe that Grant Thornton is well placed to be part of a solution to the concerns 
expressed by many participants (and crucially by many investors) to reduce concentration in 
the FTSE 350 audit market. 
 
1.5 We comment briefly below on certain points raised by PwC. 
 
2 Views of the institutional investor community on auditor competition and 
choice (PwC Paper Ref 1.2 and 1.3) 
 
2.1 PwC asserts that investor representatives at the CC investor hearings were trade 
bodies and not mainstream investor professionals and suggests that investors who have made 
submissions to the CC tend to be corporate governance specialists. PwC therefore suggests 
that those submissions and comments in fact relate solely to concerns about the regulatory 
framework for corporate governance and should not be confused or linked to a lack of 
competition or quality in audits.  
 
2.2 We agree with PwC that the investor community is a diverse one and that there are 
many and varied opinions. However, we do not believe it is appropriate to argue that the 
views of investors and their representative bodies that are on the public record are confused 
and incorrectly linked to concerns over a lack of competition. In fact the same investor 
representatives have spoken in many forums about a direct and legitimate concern that they 
have over auditor competition and choice in the large listed company market. We think it 
unlikely that the large UK institutional investors have insufficient internal controls to ensure 
that the senior employees and trade associations who represent their views do so properly, 
proportionately and accurately. It is a matter that could be clarified by the CC approaching 
the CEOs of the institutions concerned. 
 
2.3 We do not think it a fair reflection that it is only trade associations that represent 
investor views on auditor competition and choice. We acknowledge that those present at the 
CC's investor hearing were trade bodies who expressed relevant and valid views, but the CC 
have, in any event, also received views from mainstream investment professionals.   
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For example, Mr Guy Jubb (Standard Life Investments), Mr Robert Talbot  
(London Asset Management), Mr Paul Lee (Hermes) and Mr Iain Richards (then Aviva) all 
gave evidence to the House of Lords Economics Affairs Committee and all argued the case 
for greater auditor choice1. 

2.4 Since we last submitted evidence to the CC, we participated in an investor roundtable 
hosted by the ACCA at which some of the largest UK investors provided views on auditor 
competition2 and choice (Appendix A includes the main findings of the roundtable event) to 
Mr Sajjad Karim MEP, the rapporteur for the European Parliament Legal Affairs Committee 
on the EC's audit policy proposals. The ACCA's note concluded "Investors felt the market 
structure had failed in relation to the provision of audit services and some regulatory 
intervention was needed". We believe this is further authoritative evidence that the investor 
community, i.e. the primary users of the audit, support regulatory intervention to increase 
auditor competition and choice. 

2.5 Throughout this debate Grant Thornton has not sought to represent investor views 
in a partial way but has sought to help provide a platform for the voice of investors to be 
heard. 

3 Audit quality and Audit Inspection Unit (AIU) inspection findings  
(PwC Paper Ref 3.6 and 3.7) 

3.1 We stress that we have not sought to criticise the approach to audit quality of PwC 
or the other largest UK audit firms nor sought to suggest that Grant Thornton provides 
uniformly higher quality audits. We have made the point that there is evidence that where we 
seek to compete we do so on the basis of providing audits of at least equal quality to the four 
largest firms. 

3.2 PwC asserts that, contrary to what is suggested by Grant Thornton and others, AIU 
reports do not provide a comprehensive basis for assessing the comparative merits of 
individual audit firms. We observe that a report by Copenhagen Economics sponsored by the 
four largest firms, including PwC, purports to do just that. That report leans heavily on 
selective information taken out of context based upon a single year's AIU reports to suggest 
that audit quality is highest at the four largest firms and that "scale leads to higher quality" 
(this is not a finding that we believe is objective or representative of the views of the FRC.) In 
fact, in the only other year where the six largest firms had published named reports, both 
Grant Thornton and BDO reports had better findings than their larger competitors.  
Grant Thornton and other global accounting organisations have for many years maintained 
global audit methodologies and robust systems of audit quality control, and there is no 
evidence that Grant Thornton would provide audits of any less quality than the largest four 
firms. The Copenhagen Economics report has been widely circulated by a number of 
partners of the four largest firms to authorities around the World including BIS and UK 
Government. Our submission to the CC provides an analysis of AIU inspections over several 
years which in our view indicates little difference in the quality of the audits inspected by the 
AIU and we believe our analysis is a meaningful one. 

3.3 We do believe that the published AIU inspection reports provide evidence of the 
capabilities of audit firms to audit public interest entities and their attitude to audit quality, 
otherwise there would seem to be little point in the FRC publishing them. It is self-evident 
that the AIU reports cannot give an indication of the audits of FTSE 100 companies by firms 
other than the four largest as those firms audit 99% of the FTSE 100.  

 
1 Investor representations to the UK House of Lords: Economic Affairs Committee – Minutes of Evidence "Auditors: Market 
concentration and their role", 11 January 2011, available at www.parliament.uk 
2 Report "Investor round table: EC audit proposals" is available on the ACCA website, including on page 3 the list of investors 
at the event. 
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However, the AIU reports do give an indication of the ability of a number of other firms, 
including Grant Thornton, to audit FTSE 250 companies, which itself provides an indication 
at least of their capability to audit at least some companies in the FTSE 100. 

3.4 We understand that it is the overall view of the FRC that where the 10 largest audit 
firms do audit work of similar entities there is little difference in general in audit quality. 
Moreover, in its submission to the House of Lords Economic Affairs Committee, the FRC 
made the point that in their view a number of firms outside the four largest have the 
capability to audit a far broader range of companies than is currently the case.3  

3.5 We are confident that we are able to provide high quality audits to the majority of 
FTSE 250 companies and a number of FTSE 100 companies.  

3.6 PwC indicates that it has provided to the CC cases where it has ceased to act as a 
result of fee pressures, where it thought this might compromise its ability to carry out the 
necessary scope of work, and goes on to suggest that larger firms are better able to resist such 
pressure.  This statement is nothing more than assertion and does not reflect reality.  
Grant Thornton has ceased to act for a number of public interest entities over the years for 
professional reasons, citing publicly where appropriate the reasons for its resignation. We do 
not accept any suggestion that we would accept or retain an audit engagement (or have done 
so) in order to boost our fees where to do so would place our professional reputation at risk. 

3.7 There is no evidence that the fees of individual companies represent, for smaller 
audit firms, a larger proportion of overall revenues nor would Grant Thornton act for a 
company if the audit fee were to represent a proportion of overall revenues which was not 
ethical.  Indeed, Grant Thornton believes that the audit fees of the largest audit engagements 
of the four largest firms represent a far larger proportion of their audit revenues than is the 
case for the largest audit engagements of a firm such as Grant Thornton. If PwC believes 
audit quality could be at risk from fee pressure from the largest audit engagements that would 
appear to point towards a policy intervention to require multiple auditors for such audit 
engagements to reduce the reliance of any one audit firm on those engagements.   

4 Auditor reputation (PwC Paper Ref 4.1 – 4.8) 

4.1 PwC asserts that our argument, that the dominance of the four largest firms in the 
FTSE 350 audit market is not based upon real differentiation in audit quality between those 
and certain other firms, implies that audit committees and boards are acting irrationally 
(paragraphs 4.1 and 4.2). We make no such implication. The Oxera report to the Financial 
Reporting Council (FRC)4 highlighted that in a large number of cases audit committee chairs 
interviewed felt there was little difference in audit quality between the four largest and some 
other firms, however there was a significant perceived risk to individual audit committee 
chairs and board members to appoint an alternative auditor in a market so dominated by four 
main players.  

4.2 We provided evidence to the CC of one recently won audit engagement of an entity 
regulated by the FSA where the audit committee chair, a former senior partner of one of the 
four largest audit firms, indicated that he had been reluctant to appoint Grant Thornton but 
had done so based on the overall wishes of the board. He had subsequently been surprised at 
the high level of audit and service quality.  

 
3 FRC submission to the House of Lords Economic Affairs Committee said "We believe that market perception is the main barrier to the 
expansion of non-Big Four firms into the audit market for large public interest entities. It is notable how few of the smaller fully listed companies use a 
non-Big Four auditor in comparison to AIM companies. There appears no other obvious explanation for the difference in concentration between these 
markets. Mid-tier firms may not have the resources to audit the very largest companies, but they are quite capable of auditing a far broader range of 
companies than is currently the case." 
4 Oxera report prepared for the Department of Trade and Industry and Financial Reporting Council, April 2006, "Competition 
and choice in the UK audit market" 
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In that engagement we highlighted in our initial audit a fundamental error in the previous 
year's financial statements which had been audited by the previous auditor, one of the four 
largest firms. This illustrates that there can be a perception among audit committee chairs that 
the four largest firms have the highest quality but that such perceptions can be changed 
where they have the opportunity to see the quality of our audit and other work. 

4.3 PwC quote the 100 Group as believing that the four largest firms have greater 
quality, breadth and experience (paragraph 4.4), but self-evidently their audit experience is 
almost entirely based upon the experience of those audit firms. We provided evidence to the 
CC of a large FTSE 100 audit where we are appointed on a shared audit basis to audit over 
150 subsidiaries in over 25 countries. The initial feedback from the company is that as a result 
they have experienced to date higher levels of service and audit quality and lower fees. As a 
result Grant Thornton has been able to establish a higher reputation in a FTSE 100 board 
which helps us to win other work from that company and other FTSE 100 entities. While we 
do not suggest that policy should be formulated around a single case study, we do suggest 
that once Grant Thornton has the opportunity to work on a FTSE engagement it is possible 
for a company to be convinced of the firm's quality and to experience benefits in quality and 
cost, whereas it often appears that some of the largest audit firms argue that any change to 
the status quo will inevitably lead to reduced quality or higher costs or both. 

4.4 PwC asserts that, if it has correctly identified the FTSE 100 example we give above, 
it is irrelevant as the audits comprise largely non-operating subsidiaries (paragraph 4.7c). In 
fact in the example we provided to the CC, the audits include a number of trading 
subsidiaries some of which have revenue in excess of Eur 1bn, and would potentially be 
FTSE 250 companies in their own right if they were separately listed. This engagement has 
enabled us to submit proposals for other FTSE audit and non-audit engagements with 
significantly enhanced reputation and therefore greater chances of success. 

4.5 PwC asserts that brokers, lawyers and bankers perceive the (four) largest audit firms 
offer better service (paragraph 4.8). As we have stated, it is true that often these stakeholders 
do recommend the four largest firms. There is a range of possible explanations why they do 
so, which might include the mistaken belief that investors would prefer the appointment of 
such a firm or familiarity with having worked with one of the four largest audit firms. We 
have not researched why such recommendations are made, we merely state there are a range 
of possible reasons that are not necessarily to do with perceived levels of quality. 

4.6 PwC suggests the views of lenders, as debt investors, should not be dismissed 
(paragraph 4.8) but suggests that concerns expressed by some equity investors, the only 
stakeholder group to whom auditors owe a statutory duty of care, regarding the structure of 
the market and the level of competition for audit in the large listed company arena, should be 
inferred as concerns merely about the regulatory framework for corporate governance 
(paragraphs 1.2 and 1.3). We do not agree with PwC in this respect. 

4.7 PwC suggests that "In fact the mid-tier firms themselves recognise that they have 
lesser attributes and resources than the largest firms" (paragraph 4.7d). This comment is 
disingenuous. Firms such as Grant Thornton have been honest in expressing the view that 
they  have the attributes and resources to audit most of the FTSE 350 currently. We have also 
been honest that it would take time to build capability to audit the 50 or so largest UK 
companies. A line of argument used by the four largest firms is that firms such as  
Grant Thornton do not have the capabilities to audit the very largest companies and by 
inference they extrapolate this argument to all FTSE 350 companies. We do not believe it is a 
rational argument that Grant Thornton cannot audit a FTSE 350 entity, that we 
demonstrably have the capability to audit, simply because we do not currently have the scale 
to audit one of the UK's largest banks.  
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We believe that such an argument seeks to paint a false picture that all FTSE 350 companies 
require the same scale and specialist resource to audit. As pointed out by investors, the FRC 
and a number of audit firms, this is not the case. 
 
4.8 PwC asserts that the largest firms are able to recruit the most able graduates 
(paragraph 4.7b). However, Grant Thornton has received external recognition for its ability 
to recruit high quality graduates5 and, as a firm, we recruit graduates from the same 
universities as the other large audit firms. We receive 40 graduate applications for every 
available position and we invest heavily in our recruitment and selection process to ensure we 
employ only those individuals with the core qualities needed, and not solely on academic 
achievement. We seek to differentiate Grant Thornton people in respect of the attributes we 
recruit and train, examples of such attributes being critical thinking, insightful conversations 
and growing business people. A Grant Thornton graduate recently achieved the top exam 
result globally in the ACCA Advanced Audit & Assurance exam, testament to the training 
and development Grant Thornton invests in its people.  
 
4.9 Although Grant Thornton is not the largest firm, Grant Thornton has been 
recognised as the Global Audit Firm of the Year (Large 6) at the ICAEW  
"The FD's Excellence Awards"  for two successive years, 2010 and 2011, an award that is 
based on submissions by the finance directors of 1,000 of the UK's largest entities. 
 
5 Conclusion 
 
5.1 Grant Thornton has never sought to claim that there is a silver bullet to improve 
competition and choice in the audit market. However, PwC's submissions to the CC appear 
to indicate that it believes that the status quo represents the optimum audit market structure 
and that any change would inevitably reduce quality, increase cost or both. Our own 
submissions provide an alternative view.

 
5 The list of graduate recruitment awards received by Grant Thornton include "Best Graduate Development Programme 2011" 
by AGR, "Best use of blogger relations in graduate recruitment" at the Social Media awards and "Top accountancy firm to work 
for by graduates" by The Job Crowd. 



  Appendix A 

A Conclusions of  ACCA investor roundtable event 

While the EC’s proposals were the direct focus of the round table, participants also gave 
views more generally on the role of audit. The main conclusions, based on the views 
expressed at the round table, are as follows: 

• Investors feel strongly that the market structure has failed in relation to the provision of 
audit services and that some regulatory intervention is needed. 
 

• Auditor reporting also needs to be enhanced with more information given on audit 
judgements. 
 

• The role of audit committees in representing shareholder interests in the audit process is 
crucial. Some committee chairs need to be more aware of this and ‘open up’ more to 
investors. 
 

• While there should be an upper limit on length of an auditor’s tenure, audit committees 
should be given considerable flexibility to justify the retention of auditors to that limit. 
 

• Investors would be willing to pay higher costs for shared audits if this improved audit 
quality. 
 

• Investors have concerns that non-audit services can impair audit objectivity, but feel the 
EC’s intended measures go too far. 

  
 

 


